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President Vicente Fox's administration remains optimistic about its targeted GDP growth of 4.5% for
this year, even though a slowdown in the US and global economies is beginning to extract a toll on
Mexico. In contrast, most private economists and the Banco de Mexico (central bank) have revised
their forecasts to expect a GDP growth of 3% or less this year. "We are a little more optimistic, both
that the US economy is going to recover and that our growth rate will reach the targeted 4.5%," Fox's
spokeswoman Martha Sahagun told reporters in late April.
Fox expressed similar optimism during an earlier meeting with Canadian Prime Minister Jean
Chretien in Ottawa. "We continue with our working goal of 4.5% as has been proposed, perhaps
allowing for a small reduction to 4%," Fox told Chretien. "Our economy is strong."
Banco de Mexico chief governor Guillermo Ortiz Martinez said he has tempered his growth
projections for Mexico this year because he expects the US economy to continue weak through the
third quarter of this year. He predicted that the US economy would not begin a recovery until the
fourth quarter, so any spillover effect on the Mexican economy would not be felt until 2002. "The
central scenario is that there will be a recovery of the US economy in the second half of the year, and
that 2002 will be much more solid than 2001," Ortiz Martinez said.
Notwithstanding Fox's optimism, the Mexican economy remains vulnerable to the US and global
economies. For example, some analysts say an uncertain oil market could keep a tight clamp
on Mexico's economic growth, especially if oil-export prices remain below US$20 per barrel. In
addition, structural factors, such as a lack of credit caused by a still-weak banking system, will
contribute to constrict growth.
Still, the most important factor affecting Mexico's economic growth this year is the slowdown in
the US economy. The manufacturing sector, which places a strong reliance on exports, has been
especially affected by downward fluctuations in the US. Wider trade deficit in first quarter reflects
slowing exports The misfortunes of the Mexican manufacturing sector were reflected in part in the
widening deficit during the first quarter of this year.
Statistics published by the Secretaria de Hacienda y Credito Publico (SHCP) showed Mexico's trade
deficit amounted to US$2.042 billion in January-March, almost 78% wider than the deficit of US
$1.148 billion reported in the same three-month period in 2000. The data showed a small increase of
about 4.5% in the value of exports, but much of this could be the result of a surge in export prices for
Mexican oil relative to a year ago.
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Mexican exports have also been hampered by a strong peso, which has grown by about 4% relative
to the US dollar since the start of 2001. The downturn in the Mexican manufacturing sector appears
to have its greatest impact on the motor-vehicle industry and on industries that supply parts for the
assembly of automobiles, trucks, and buses.
Earlier this year, all US-based motor-vehicle companies announced plans to scale down their
Mexican operations in the coming months because of slowing demand in the US (see SourceMex,
2001-02-07). One of those companies, DaimlerChrysler, has since announced a new expansion in
production at the plant operated by its affiliate Grupo Chrysler in Toluca, Mexico state. Company
sources said production of DaimlerChrysler's PT Cruiser will be expanded to accommodate an
increase in demand. This model is exported to 60 countries from the Toluca plant.
The DaimlerChrysler announcement, however, appears to be the exception rather than the rule.
Volkswagen de Mexico, which did not announce any cutbacks earlier this year, now expects to
suspend production at its assembly plant in Puebla for seven days during April and May to reduce
its inventories. Company spokesman Luis Miguel Briones attributed the decision to the cancellation
of several orders from the US market.
Financial problems are also evident at Grupo Dina, which has suspended operations at its bus,
truck, and plastics divisions because of reduced sales. The company was particularly hurt by the
cancellation of an order for 9,000 trucks from Canadian company Star Trucks Holding Ltd. The
cancellation forced the company to announce cuts in personnel. In February, Dina defaulted on a
scheduled debt payment of US$6.5 million. "It is essential that the company reduce expenditures
and operating costs to a minimum if it wants to conserve its financial health and have the chance to
move beyond this difficult moment," said Dina general director Gamaliel Garcia.
With the prospect of layoffs, Dina workers threatened to strike, which forced management and labor
to negotiate a settlement that left both sides dissatisfied. Under the settlement, the union accepted
Dina's plan to cut 40% of its work force. In exchange, those workers not laid off would receive an 8%
salary increase.
Some analysts said the slowdown in sales of motor vehicles in North America would continue to
affect Mexican assembly plants for at least the rest of this year. By some estimates, Mexican exports
of motor vehicles to the US are expected to decline by 7% or 8% this year. "We haven't seen the
worst yet," said George Magliano, director of automotive research for the New York-based economic
consulting firm WEFA. "We've still got an inventory problem [in the US]." Other industries that
provide parts for motor-vehicle companies are also feeling the pinch. These include auto-parts
manufacturers, steel mills, and tire companies.
Earlier this year, tire manufacturers Goodyear, Firestone, Euzkadi, and General Tire announced
plans to cut back production by 20% to 30% this year because of a decline in domestic and export
sales. Goodyear went as far as to permanently suspend operations at its plant in Mexico City, citing
high labor costs. Analyst Luis Miranda of BBVA-Bancomer said the larger auto-parts companies
would probably survive because they have made adjustments in personnel and production. "We'll
see most of them going through a difficult year, but with better expectations toward the second
half," Miranda told Reuters.
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Mexico should avert repeat of 1995 crisis
The expansion of Mexico's trade deficit has raised some concerns that another economic crisis
similar to the one that hammered the country in 1994 and 1995 may be around the corner. But some
experts point out that Mexico has taken sufficient steps to minimize the impact of a crisis by placing
a stronger emphasis on direct foreign investment, rather than attracting capital through the bond
market. Even where Mexico has attracted indirect investment, much of this capital involves longer
maturities.
The flight of indirect short-term investment was a major reason why the 1994 peso devaluation
caused the Mexican economy to collapse (see SourceMex, 1995-01-25, 1995-02-08). A report
published by the UN Economic Commission on Latin America (ECLAC) says direct foreign
investment in Mexico totaled a record US$12.950 billion in 2000, an increase of 9% from 1999.
Economy Minister Luis Ernesto Derbez projects that the pace of direct investment this year will
match or surpass the 2000 levels. In the first quarter of this year, foreign companies invested US
$3.35 billion, an increase of about 8.5% from the same January-March period in 2000. In addition,
about US$1.998 billion in funds deposited by Mexicans in overseas institutions were returned to the
country.
Mexico has also protected itself against a crisis by building up its reserves of foreign currencies to
about US$40 billion. But some are questioning this strategy, since the difference between Mexico's
high interest rates and the lower US rates could end up costing Mexico more than US$4 billion in
2001. The high rates are partly a function of the Banco de Mexico's strict anti-inflation strategies,
which have managed to keep consumer prices low but have greatly increased the cost of borrowing
money.
In addition, the strategy of building reserves has come under criticism because the funds are not
being utilized at a time when the Fox administration is seeking to raise taxes to fund education,
roads, and anti-poverty programs. (Sources: Proceso, 04/15/01; CNI en Linea, 04/16/01; Bloomberg
News, 04/23/01; Novedades, 04/02/01, 04/19/01, 04/23/01, 04/24/01; El Financiero, 04/03/01, 04/05/01,
04/17/01, 04/18/01, 04/20/01, 04/24/01; El Economista, 04/04/01, 04/16-20/01, 04/23/01, 04/24/01; El
Universal, 04/05/01, 04/18/01, 04/19/01, 04/23/01, 04/24/01; The News, 04/06/01, 04/19/01, 04/20/01,
04/23/01, 04/24/01; Reforma, 04/18/01, 04/20/01, 04/24/01; Reuters, 04/17-19/01, 04/23/01, 04/24/01; La
Jornada, 04/18/01, 04/24/01, 04/25/01)
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